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INDIA - KEY ECONOMIC INDICATORS 


All values in U.S.$ million unless Exchange rate”! : U.S.$ 1.00 = Rs.11.50 
otherwise indicated. Indian fiscal 


year is April 1 to March 31. Percent Estimated 
1982-83 1983-84 Change 1984-85 
A B/A 


B G 

INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices ($ billion) 142.96 165.12 a5. 178.30 
GNP at Constant (1970-71) Prices ($ billion) 52.02 56.44 8. 58.10 
Per Capita GNP, Current Prices ($) 201.64 228.07 13, 241.30 
Industrial Production Index (1970=100) 173.8 183.2 a 196.00 
Agricultural Production Index 137.0 154.8 13. 156.30 

(1967/68-69/70=100) 
Labor Force (million) 272.5 278. 2. 284. 
Number of Persons Registered at 

Employment Exchanges (million) 20.1 22. 32. 25. 


MONEY AND PRICES b/ 

Money Supply with Public~ ($ billion) 63. 74, ‘ 87. 

Prime Lending Rate (State Bank of India) 16. 16. 16. 
(percent) 

Wholesale Price Index (1970-71=100) 288. 318. ‘ 335.50 

Consumer Price Index (1960=100) 486. S47. ; 591.00 


BALANCE OF PAYMENTS AND TRADE 


SDRs, and Foreign Exchange Reserves, gross 4,965 5,847 af, 


6 ,000 
External Debt 21,900 25,330 15 


27 ,600 
1,966 
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-5,500 
9 ,600 
2,600 
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Annual Debt Seryce 1,299 1,732 33. 
e— 


Overall Balanc -1,476 -483 67. 
Balance of Trade -5,726 -5,613 2 
Indian Expor$s , FOB 9,155 9,394 2 
U.S. Share— 1,404 2,191 56 
Indian Imports, CIF 14,881 15 ,007 0 
U.S. Share— 1,582 1,813 14 
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Major imports from U.S. (1983): machinery and transport equipment, 682; wheat 576; chemicals 
and fertilizers 159. Major exports to U.S. (1983): crude petroleum, 818; precious and 
semi-precious stones and pearls, 483; wearing apparel, 221; fruits and nuts, 75. 


a/ Foreign trade rupee data converted into dollars at Rs.9.65 for 1982-83, Rs.10.30 for 
1983-84 and Rs.11.50 for 1984-85. 


b/ Includes time deposits. 
c/ Current and capital accounts balance. 
d/ Calendar year figures (1982, 1983, 1984). 


Sources: GOI Central Statistical Organization, Reserve Bank of India Bulletin, 
GOI Economic Survey, U.S. Department of Commerce, World Bank. 





OVERVIEW 


The period covered by this report has been one of uncertainty 
on the economic scene in terms of what longer range policies 
may develop. This is largely due to the pending elections, 

the outcome of which will help to determine what changes, if 
any, will be made in basic economic policies. Consequently 

no significant new departures have been made with the exception 
of the initiation of a new electronics and computer policy 
which has liberalized imports. 


Perhaps the most important economic event of the coming months 
will be the beginning of the Seventh Five-Year Plan in April. 
The Approach to the Seventh Plan Paper stressed consolidation 
and building upon past investments. Notably it allocated only 
47 percent of investment expenditures to the public sector, 
the lowest percentage since the First Five-Year Plan. The 
continuing need for outside and preferably concessional 
financing is exemplified by the Seventh Plan resource gap of 
22 percent. 


On the positive side, the 1984-85 crop is expected to be almost 

as good as the previous year, despite a more erratic monsoon. 

It is possible that India is reaching a higher plateau in 
agricultural production in addition to beginning to cushion 

itself against monsoon failures through augmentation of irrigation 
and storage facilities. Industrial production also picked up 

and registered a growth of 7 percent in the first six months 

of the fiscal year. Petroleum production remained steady although 
hopes for new oilfield discoveries failed to materialize. 


On the commercial scene, GOI policy has made some strides in the 
direction of greater liberalization. The new electronics and 
computer policy is exemplary of an increasing recognition that 
imports, in particular imports which contain advanced technology, 
are important for modernization. There are also indications 

that foreign collaborations, especially joint ventures, are being 
sought and regulations relating to them liberalized to a greater 
degree than in the past. All of these factors make the Indian 
economic environment an increasingly attractive one for American 
business. 


Nevertheless, India continues to have some of the same difficulties 
cited in previous reports. Export performance has not been 
particularly good and the debt service ratio, now at 20 percent, 
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is expected to rise even further in the next few years. The 
trade deficit currently running at $5-6 billion will be 
diffaicult:toreduce with the prospect of medium-term problems 

for the balance of payments. Edible oil production has not 

kept pace with demand which necessitated significant imports 
this year. India also will soon have to come to terms with 

its "sick mill" problem, especially in the area of cotton 
textiles. Finally, despite a 14 percent increase in power 
generation, power production is likely to continue to lag behind 
demand by at least 10 percent into the foreseeable future. 


The general approach to tackling these problems will probably be 
to stress greater utilization of existing capacities and more 
efficient use of previous investments. The projected resources 

gap in the Seventh Plan will tend to inhibit new investment. 
Despite evident need India will encounter difficulties in obtaining 
required amounts of concessional financing. It will presumably 
seek creative means to increase the volume of exports. Otherwise 
it faces difficult choices between higher levels of commercial 
borrowing and a more restrictive import policy in order to service 
the coming bulge in external debt. Overall economic strategy 
should be well defined by the time of the next Trends Report. 


GNP GROWTH RATES 


It is estimated that India's GNP will grow only half as fast 

in Indian Fiscal Year (IFY) 1984-85 (3-4 percent) as it did in IFY 
1983-84 (8.5 percent) due to the expected deceleration in foodgrain 
production growth rates from 17 percentto less than one percent. 
This deceleration in growth rates is not unexpected, however, since 
the 1983-84 statistics reflect increases over a bad monsoon year 

in 1982-83 when foodgrain production actually declined by 3 
percent. Despite the ups and downs India will probably achieve 

its Sixth Plan (1980-85) goal of an average annual GNP growth of 
5.2 percent. This accomplishment is particularly notable since 

the average growth rate over the last 30 years has been just 3.5 
percent. Even more significantly, aggregate GNP growth has caused 
the per capita GNP to roughly double from a rate of 1.3 percent 
recorded from 1960-82 to the current average rate of the Sixth 

Plan of 3 percent. This is partially the result of a population 
growth rate decrease from approximately 2.5 percent in the early 
1970s to its current 2.0 - 2.2 percent. It must nevertheless be 
reiterated that the actual per capita income of $241 remains one 

of the lowest in the world. 


Despite its great poverty, India continues to sustain a gross 
Savings rate of 22-23 percent and net rate of 17 percent. Approxi- 
mately 24 percent of the GNP is invested. Unfortunately the 
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high savings and investment ratios are not directly reflected 

in GNP growth due to a high and rising capital output ratio. 

This ratio is now about 6 in contrast to 4 

during the Fifth Plan period (1974-78). Factors contributing 

to increases in the capital output ratio include (1) delays in 
project completion, (2) underutilization of industrial capacities 
and (3) infrastructural bottlenecks especially relating to power. 
Despite exhortations in the Seventh Plan to tackle the capital 
output ratio problem, power shortages and cost overruns are 
expected to continue to keep it high with possible adverse 
a on resource availability during the Seventh Plan 
period. 


CONTINUED HIGH LEVELS OF AGRICULTURAL PRODUCTION 


India has achieved a fair degree of resilience in agriculture and 
may be reaching a higher plateau despite the drought induced 
setback of 1982. Although the monsoon was less favorable during 
the summer of 1984 than it was in 1983,India may come close to 
duplicating record levels of foodgrain production. If winter 
rains are normal, overall foodgrain production should be between 
148-152 million metric tons (MT) in IFY 1984-85 compared with 
previous peak production of 151.5 million MT in IFY 1983-84. The 
IFY 1983-84 level was 15 percent above the average production 
(130 million MT) during the first three years of the Sixth Plan. 


While the southwest monsoon this year started on time in most parts 
of the country its performance was erratic. Assam, West Bengal, 
Bihar, Maharashtra and Kerala experienced floods while drought 
affected certain parts of Andhra Pradesh, Karnataka and Maharashtra. 
In sum, the rainfall was either excessive or normal in 84 percent 
of sown area compared to nearly 99 percent in 1983. Fortunately, 
with the exception of Andhra Pradesh the rains were normal in 
the major kharif grain producing states so the fall (kharif) 

crop of 85-87 million MT was almost as large as last year (89 
million MT). Rice accounts for 55 million MT of the total. Given 
improved irrigation facilities, projections for the winter (rabi) 
crop are 63-65 million MT including 45-46 million MT of wheat. 
Other crops likely to record increases include coffee, tea, jute, 
cotton and sugarcane. 


Oilseed production continues to be one of the key problem areas 
in Indian agriculture and is particularly susceptible to the 
fluctuations of the monsoon since it is largely a rainfed crop. 
The encouraging 21 percent increase in production in 1983-84, 





oo 


over 1982-83 did not continue and production in 1984-85 
(projected at 14.9 million MT) will be lower than that of the 
previous year, 15.3 million MT. Unfortunately, India has the 
dubious distinction of having the largest worldwide acreage 

under oilseeds but the poorest yield per hectare. Acreage 
increased from 26 million hectares in 1981-82 to 27.5 million 
hectares in 1983-84 but average yield per hectares only increased 
marginally from 546 kilograms per hectare to 560 kilograms. 
Inadequate use of fertilizers and a relatively unremunerative 
price structure contribute to lower productivity. Since India 

is a major consumer of edible oils the gap between production 

and demand continues to increase and is estimated to be 1.6 
million MT this year. Filling this gap with imports has an impact 
upon the balance of payments since the bill is likely to be as 


high as $1 billion, despite the recent drop in international 
edible oil prices. 


Two major factors besides favorable rains have contributed to 
India's agricultural accomplishments over the past two years: 
increased consumption of fertilizer and augmented irrigation 
facilities. Fertilizer consumption increased by 21.7 percent 

from 1982-83 to 1983-84 and is expected to increase further by 

10.4 percent in 1984-85. Two decreases in the price of fertilizers, 
first by 7.5 percent and subsequently by 10 percent to clear the 
stocks of the Food Corporation of India (FCI) contributed to the 
surge in consumption. If consumption levels are maintained,both 
increased imports, probably on the order of 6 million MT costing 


about $1.0 billion, and increased budget outlays, will be necessary. 
Acreage with access to irrigation has increased by 2 million 
hectares annually over the past few years. This has had a clear 
effect in helping to temper the adverse impact of irregular rainfall. 
Finally, increase in the minimum support prices for several crops 
has also helped to stimulate production. 


GOI held foodgrains stocks as of November 1, 1984 amounted to 20.2 
million MT with roughly three-fourths in wheat and the remainder 
in rice. In contrast, the stocks a year ago were only 14 million 
MT. These stocks are higher than the storage capacity of FCI of 
18.6 million MT. In order to relieve the pressure on storage 
capacity, the GOI has decided to sell the USSR 500,000 MT of wheat 
and donate 100,000 MT to drought stricken countries in Africa. 
Unfortunately, rice reserves are small and considered inadequate 
to meet the demand of the public distribution system. India as 

a result purchased 600,000 MT of rice from Burma and Thailand and 
may seek additional imports up to 500,000 MT in 1985. The GOI is 
also considering an additional export of 2-3 million MT of wheat. 
If this happens, India may become a net exporter of foodgrains, 
the position it occupied during 1978-80. 
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In recognition of India's serious problems with edible oil 
production price fluctuations and the need to augment rice 
production the Approach Paper to the Seventh Plan (1985-90) lays 
out four major initiatives: "(1) achieving a breakthrough in 
rice production particularly in eastern and southern states; (2) 
completing existing irrigation potential through construction 

of field channels; (3) increasing emphasis on production of pulses 
and oilseeds through a varietal breakthrough; and (4) according 
high priority to dryland farming for raising productivity in 
semi-arid regions.'' The success of this program could help to 
relieve some of the pressure on India's balance of payments. 


ACCELERATION IN INDUSTRIAL GROWTH 


Industrial production in a lagged response to favorable developments 
in agriculture showed a short term average growth of 7 percent in 
April-September, 1984 in contrast to 4.2 percent in the corres- 
ponding period of the previous year. It is expected that the 
overall percentage increase in production for this year will be 

in the range of 7-8 percent, compared to 5.4 percent in IFY 

1983-84. Thus the average annual industrial growth rate for the 
Sixth Plan period will be nearly 6 percent in contrast to the 
targeted 8 percent. 


Major industries recording growth included: nitrogenous fertilizers 
(16.0 percent), phosphatic fertilizers (33 percent), cement (15.9 
percent), aluminum (40.3 percent), and commercial vehicles (8.3 
percent). An important laggard was the cotton textile industry. 

It was affected by high cotton prices, outdated machinery,and slack 
demand. Le Forty-six 
spinning mills and 34 composite units were closed at the end of 
September, 1984 due largely to a lack of financial discipline and 
labor unrest. This trend could continue since several working 
mills currently have inadequate funds even to purchase raw 
materials. The key factors contributing to the overall positive 
industrial performance record this year were a 14 percent increase 
in power generation, despite continuing shortages in some parts 

of the country; a pickup in demand following increases in 
agricultural income and anticipation of another good crop. 


Serious constraints remain, however, for sustained growth in the 
medium term. They include: underutilization of capacity, continuing 
power shortages, outmoded technology, falling labor productivity 
and inadequate demand. Notably, capacity utilization has fallen 
below 1982 levels. Illustrative figures for major industries 

in recent years are as follows: 





Industry 1982 1983 


Steel 79.4 59.1 
Aluminum 67.4 63.4 
Commercial vehicles 85.8 83.2 
Jute manufactures 99.5 70.3 
Paper and Paperboard 68.1 58.6 


In addition to capacity under-utilization, cost-push inflation 
was fueled by the increase in the administered prices of key 
industrial products. In essence, Indian products have been 
priced out of the international market. Over the recent two 
year period ending September 1, 1984, the increase in prices of 
basic industrial inputs was 23 percent for steel, 28 percent 
for cement, and 13 percent for metal products. Such increases 
have adversely affected India's engineering industry. The sugar 
industry was also affected by high costs. While Indian sugar 
export earnings appear respectable, $205 million in 1983-84, 
export subsidies accounted for roughly 38 percent of this figure. 


Growing industrial "sickness" (uneconomic units) also vitiates 
the industrial environment, blocks banking sector resources and 
depresses industrial growth. Loans outstanding to these units 
are estimated at $1.73 billion compared to $1.5 billion at the 
end of June 1982 and accounted for 13 percent of total loans to 
industries. Most of these "sick units" are in the cotton 
textile, sugar, paper, and engineering industries. The GOI 

took a controversial decision in October 1983 when it took over 
the management of 13 sick textile units. Recently, however, the 
government has recognized that it must employ an element of 
selectivity in determining whether a sick unit should be revived 


or simply closed down. A policy decision in this area is unlikely 
until after the elections. 


In transportation, problems connected with congested roads and 
railways have eased considerably over the last two years. 
Nevertheless, if industrial growth continues, the existing road 
and rail network can emerge as a bottleneck in the medium term. 
Poor road and rail access also continues to constrain growth 
and development in large areas of the countryside. 


Finally, public sector corporations continue to be a drag on the 
economy with the exception of those in the oil sector. Public 
sector units are now being pressured not only to increase 
production but also to cut inventory costs in order to improve 
overall returns. Current GOI policy specifies that future 
investment in public sector projects will be undertaken only if 
the projected financial return is 12 percent. Such a stipulation, 


if implemented seriously, will postpone investment decisions in 
numerous areas and especially in steel. 
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The GOI has acknowledged the problems outlined above and 

has consequently called ‘for a stress upon (1) modernization 

and updating of technology; (2) reduction in the costs of final 
outputs; and (3) development of selected industries with export 
potential. All of these initiatives if successful will be 
helpful but the basic restraints consisting of power shortages, 
inefficiencies and lack of resources will continue to hinder 
industrial development. 


PETROLEUM PRODUCTION MAINTAINS UPWARD TREND 


Crude petroleum production in recent years has increased rapidly. 
Output in this field more than doubled in the 3-year period 
1980-81 to 1983-84 from 10.5 million MT to 26 million MT. 
Production during April-September 1984 increased by 12.3 percent 
over the previous comparable 6 months to 13.88 million MT and is 
expected to be 29 million MT in IFY 1984-85. As a result, 

India has halved the proportion of its crude oil consumption 
filled by imports from 61 percent in 1980-81 to 33 percent in 
1984-85. The major increases in crude production have come from 
the Bombay High (BH) fields and a portion of this crude has been 
exported, largely to the U.S. As additional facilities at Indian 
refineries become available to process BH crude, this oil will 
increasingly become useable domestically and exports will fall. 
Requirements for certain imports of crude and product will also 
drop as a result. 


Although the accelerated crude production during the Sixth Plan 
period has helped India to reduce pressure on its balance of 
payments, prospects for continued increases during the Seventh 

Plan do not appear promising. Production in the new satelite 
oilfields in BH has been disappointing and preliminary explorations 
at Krishna and Godavari basins have yielded few results. In 

the absence of any significant increase in domestic crude production 
not only will exports decrease but India may have to expend 
additional foreign exchange on oil imports during the latter part 

of the Seventh Plan period. 


POWER - THE CONTINUING BOTTLENECK 


Favorable rainfall in parts of the country together with increased 
thermal power generation capacity helped to account for the 
impressive increase of 14 percent in power production in April- 
September, 1984. Nevertheless, power shortages continue to be 

a major problem for India's overall development. Serious power cuts 
ranging as high as 50 percent took place in numerous states 
including Rajasthan, Karnataka, Punjab, Haryana, West Bengal and 
Orissa. The major culprit is low capacity utilization especially 
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in thermal units which make up 62 percent of total capacity. 
Despite repeated exhortations to improve performance, capacity 
utilization dipped even further in 1983-84 to 47.9 percent from 
49.4 percent the previous year. Transmission losses also 
increased, amounting to 21 percent in IFY 1983-84. When this 
insufficient performance record is coupled with ever rising 
demand, most analysts project that India will continue to have 
at least a 10 percent gap between supply and demand into the 
foreseeable future. 


Overall performance in the power sector during the Sixth Plan will 
fall about 27 percent below plan targets, despite the fact that 
the share of the power sector in total development resources has 
doubled since the Second Plan. Consequently the Approach to the 
Seventh Plan projects concentrating on the following areas: 

"(1) an improvement in capacity utilization through better supply 
of inputs, especially coal, and a reduction in transmission 
losses; (2) a change in the functioning of the state electricity 
boards so they work on a commercial basis and (3) the construction 
of super thermal power stations in the central sector." In 
addition, the GOI is favorably considering greater private sector 
participation in power generation to help meet industrial 
requirements and is currently permitting the installation of 
diesel powered or even gas-based power plants for the use of 
industrial enterprises. Nevertheless, despite these initiatives, 
most analysts question whether the projected goal for the Seventh 
Plan period, to double generating capacity to 30,000 MW, is 
achievable. 


CONSOLIDATION THE KEY TO THE SEVENTH PLAN 


The year 1984-85 is the last year of the Sixth Plan, and the 
Seventh will commence in April 1985. Looking back, expenditure 

in the Sixth Plan period nominally exceeded targets by 13 percent 
but inflation eroded this investment to just 79 percent of 
projections. The most significant achievement is that India is 
likely to accomplish its goal of an average annual GNP growth rate 
of 5.2 percent. Other notable achievements include crude petroleum 
where targets have been exceeded and foodgrains and cement where 
targets have been achieved. Major shortfalls, however, are 
expected in the areas of cotton (13 percent), tea (11 percent), 
coal (10 percent) power capacity generation (26 percent), and 
railways (11 percent). 


The draft Seventh Plan will not be submitted to the Parliament 
until some time in April/May 1985 (consequently references to 
the Seventh Plan are based upon the Approach Paper), but the 
Approach Paper to the Plan calls for an aggregate investment of 
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$278 billion (at 1984-85 prices). The two key changes in the 
Seventh Plan are the stress on consolidation and the decrease 

in investment expenditures allocated to the public sector -- 

only 47 percent in contrast to over 50 percent in Plans II-VI. 

The gap between projected public sector expenditures and available 
resources is projected to be 22 percent in contrast to only 5.1 
percent in the Sixth Plan. This resources gap could be even 
higher given the poor performance record of public sector companies. 
The average annual growth target is projected at 5 percent plus, 
almost unchanged from the Sixth Plan target of 5.2 percent. Other 
projected growth rates are 4 percent in agriculture and 7 percent 
in industry. 


Consolidation is expected to be the primary thrust of the Seventh 
Plan -- i.e. capitalizing on the gains from investments made in 
the past 35 years with a major emphasis on food, work and productivity. 
Broad guidelines include: (a) maximum possible generation of 
productive employment; (b) reduction in poverty and regional 
imbalances; (c) self-sufficiency in food and an increase in the 
degree of self reliance through export promotion and import substi- 
tutions;(d) reduction in infra-structural bottlenecks and improvement 
in capacity-utilization and productivity; and (e) modernization 

and competition in industry. The plan calls for efforts to step 

up exports of engineering products and non-traditional items but 
recognizes the reduced prospects for concessional aid, the sizeable 
debt service burden, the likelihood of higher interest rates, 

and the limited prospects for sharp increases in export growth. As 

in the earlier plans, the Approach Paper emphasises relative price 
stability through insuring adequate availability of food and raw 
materials. The projected decrease in the population growth rate 

from the current 2.0-2.2 percent to 1.8 percent is considered dubious 
by many observers since ongoing improvements in health care are 

likely to slow any decreases in overall population growth rates 

for the next decade or so. Finally, a somewhat higher saving rate 

of 26 percent per annum is assumed in the plan against the present 
level of 22-23 percent. The current rate is already very high 
considering India's low per capita income. It is largely a result 

of gross inequalities in income distribution and the low consumption 
levels of the vast number of people. A significant improvement 


in consumption level or poverty reduction might lower the saving 
ratio. 


INFLATION MODERATES 


Inflation has stayed at relatively high levels despite the record 
foodgrains harvest of 1983-84 but the rate is projected to 
decelerate this year. Average wholesale prices rose by 8.1 percent 
from April to September as they did in the previous year. Consumer 
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prices also rose and aggregate increases of 7-8 percent for IFY 
1984-85 are anticipated. 


The major commodities responsible for this price spiral include 
mostly essential consumer items such as sugar, pulses, edible 
oil and cotton. Sugar production slumped from 8.2 million MT 

in 1982-83 to 5.9 million MT in 1983-84 and the output of pulses 
continued to stagnate at 11-13 million MT causing an imbalance 
between supply and demand. Similarly the production of oilseeds 
has not even kept pace with population since its growth rate 

was less than 2 percent annually. 


To contain the rising trend in prices particularly of essential 
commodities the GOI arranged to import 1.6 million MT of edible 
oils, 500,000 MT of sugar and 10,000 MT of viscose staple fibre. 
In addition the Reserve Bank of India directed commercial banks 
to enforce strictly the credit limits of their borrowers and 
raised the required reserve ratio of commercial banks from 35 to 
36 percent on September 1, 1984. Both initiatives were designed 
to curb overall loans to industries. These steps in combination 
with the arrival of a new crop have helped to contain pressure 

on prices and the inflation rate dropped from a high of 9.3 
percent in July to 6.8 percent in October 1984. The GOI continues 
to be strongly committed to containing inflation and will present 
a definitive demand-supply policy to the new Parliament in early 
1985. Analysts therefore hope that annual wholesale price 
increases will be contained below the 9.3 percent level recorded 
last year and consumer price increases will be only two thirds 

of the IFY 1983-84 record of 12.6 percent. 


Two important components of the Reserve Bank's (RBI) monetary 

policy in 1983-84 were to (1) provide adequate credit for the 
productive sectors in anticipation of an industrial recovery 
following the record agricultural output in 1983-84; and (2) 
moderate the growth of liquidity to curb inflationary pressures. 

The RBI policies have been quite successful as reflected in the 
Signficant decreases in the inflation rate cited above. Nevertheless, 
operations of some sectors of the economy were hampered by the 
credit crunch. This has led to a rise in the inter-corporate flow 
of funds especially from industries such as the tea industry which 
are flush with funds to those sectors which are finding it difficult 
to borrow from the banks. The money supply (M3) expanded by 9.6 
percent in April-October 1984, almost unchanged from the growth 
recorded in the corresponding period of 1983. Deficit financing 

also increased by 14.6 percent compared to 11.5 percent the previous 
year. Total money supply rose by 17 percent in IFY 1983-84 which 
was slightly higher than the increases in the previous year. It is 
unlikely to be much lower in the current fiscal year because there 
have been sharp increase in non-development expenditures. They 
include increased assistance to the states; the higher cost of 
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maintaining law and order, especially in Punjab and Jammu § 
Kashmir; and a rise in the cost of living allowance for GOI 
employees. 


The private sector has begun to shift away from borrowing from 

the GOI owned financial institutions to other sources on the 
capital markets because of controversies over the right of GOI 
institutions to convert loans into equity. In addition to direct 
borrowing from the capital market, leasing companies to finance 
the purchase of equipment have been developed. The guidelines 

for the issue of capital in the form of 7-10 years bonds have 

been liberalized. Such bonds can now be issued for the establish- 
ment of new projects, expansion or diversification of existing 
projects, modernizations, or for working capital requirements. 

All of these measures have contributed to the decrease in the 
percentage of capital provided by GOI owned financial institutions 
to the private sector from about 40 percent (1982-83) to 28 percent 
(1983-84). It is hoped that these changes will assist the private 
corporate sector to improve its financial performance. 


BALANCE OF PAYMENTS - CONTINUING PROBLEMS 


India continues to have difficulties, albeit not as severe as 
many other developing countries, with the performance of its 
external sector. Efforts to increase exports have not been very 
successful and imports remain roughly the same resulting in a 


continuing trade deficit of $5-6 billion. Private remittances from 
overseas have leveled off and commercial loan disbursements have 
increased somewhat. Consequently, although gross foreign exchange 
reserves continue to cover four months of imports the debt service 
ratio has increased to 20 percent and is expected to go higher 

in the next few years. 


India's exports grew by only 2.6 percent in 1983-84 to $9.4 billion 
and are targeted to grow another 3 percent in 1984-85 to $9.68 
billion. While imports grew more slowly than exports in 1983-84 

(0.8 percent) they are still 40 percent higher than exports ($9.4 
billion). Consequently the trade deficit for 1983-84 ($5.6 billion) 
was only slightly lower than that of 1982-83 ($5.7 billion). The 
import bill for 1984-85 is expected to be approximately the same as 
the $15 billion recorded in the previous year despite GOI projections 
of a decrease to $14 billion. Attempts to contain inflation have 
necessitated increased imports of fertilizers, edible oils and 

other raw materials while sizeable reductions in import duties 

for computers and their components have encouraged purchases. Despite 
the fact that petroleum imports remained steady at about $3 billion 
or 30 percent, the trade deficit is expected to remain in the 

range cf $5.5-$6.0 billion for 1984-85. 
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It is difficult to predict what the prospects are for an 
improvement in India's trade balance during the Seventh Plan 
period. A different mix of domestic policies could result in 
an increase in exports even though Sixth Plan targets were not 
achieved. The government is certainly calling for increases 
especially in engineering products, chemicals, gems/jewelry 

and garments. It will, however, be quite difficult to decrease 
imports given their nature, i.e. vital raw materials and 
technology needed for modernization. 


Private remittances from overseas will probably reach a plateau 

at approximately $1.8 billion in 1984-85. The special inflow of 
funds from non-resident Indians in the form of term deposits 

in Indian banks continue albeit at a reduced level. This year's 
investment is only $700 million in contrast to $800-900 in 
1983-84. Commercial loan disbursements could be higher than 

the $841 million level of 1983-84 due to draw downs from previous 
commitments. Finally, commitments this year will probably increase 
to $1.3 billion from the $1.1 billion of 1983-84 despite the 
cautious approach of the GOI toward commercial loans. 


Serious strains on India's payments position are not anticipated 
this year and the overall foreign exchange reserves continue to 
cover over four months of imports. Gross foreign exchange reserves 
(excluding gold) at the end of November, 1984 amounted to $5.97 
billion up from $5.85 billion at the end of March 1984. If exports 
pick up as expected before the end of the fiscal year in March, 
1985 gross foreign reserves should be about $6.0 billion, up 

$0.15 billion over the previous year. 


The debt service ratio continues to increase and is likely to reach 
20 percent this year in contrast to 18.4 percent in 1983-84. Given 
the necessity to repay the IMF loans and growing commercial debt 
this ratio is projected to continue to rise for the next 3-4 years. 
The GOI hopes to tackle this problem through higher utilization 

of existing capacities and more efficient use of investments 

made in previous plans. Nevertheless, given decreases in the 
availability of external concessional finance, exports will have 

to increase if more expensive commercial borrowing or a more 
restrictive import policy are to be avoided. 


IMPLICATIONS FOR THE UNITED STATES 


Many positive changes are occurring in India. In recent years 

GOI policies have provided greater access to imports of technology, 
machinery, equipment and intermediate inputs which have begun to 
modernize the technological base of Indian industry and fostered 
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greater efficiency and cost awareness. GOI decision-makers 
increasingly believe that imports can play a role in guiding 

the allocation of domestic resources at the margin, in effecting 
changes in the cost structure of Indian industry, and in developing 
India's export potential. 


The Indian Government is now more receptive to the approval of 
foreign collaborations and joint ventures which benefit India. 
Rules and régulations have been liberalized or are being interpreted 
more pragmatically. The single most important recent action of 
the GOI in the area of liberalization has been the adoption of 

new electronics and computer policies which permit these hi-tech 
industries to expand without major limitations. However, U.S. 
business has not generally been fully alert to beneficial changes 
in the Indian business environment. As a result, foreign competi- 
tors are taking a greater share of the expanded market potential 
for imported products and development of viable new joint ventures, 
in spite of the U.S. leadership position in most of the growth 
areas. 


As India prepares to embark on the Seventh Five Year Plan beginning 
April 1, 1985, substantial new opportunities for trade and 
investment growth will emerge. Of the total investment of about 
$278 billion at current prices, the private sector has been assigned 
an investment role of 53.1 percent. This is one of the highest 
historical investments accorded to the private sector in India. 


TRADE: India-U.S. trade in 1983 exceeded U.S. $4 billion - over 
double that of 1978. The U.S. was India's largest trading partner, 
accounting for 18 percent of India's total exports and over 13 
percent of Indian imports and, for the first time since 1978, 

India had a favorable balance of trade with the U.S. of $370 million. 
The 56 percent growth of Indian exports to the U.S. in 1983 was 
primarily due to U.S. imports of low-sulfur Indian crude valued at 
over $818 million. Prospects for 1984 are for some increase in 
the level of total India-U.S. trade although Indian imports from 
the U.S. will be about the same or moderately less than 1983 
implying a larger surplus for India. 


Because of the thrust for sustaining higher industrial growth in 
the Seventh Plan and the specific needs of the Indian economy, 
U.S. companies will find major trade, investment, and licensing 
opportunities especially in the areas of: (1) oil and gas field 
machinery; (2) power generation, transmission, and distribution 
equipment; (3) telecommunications equipment; (4) mining and 
excavation machinery; (5) computers and peripherals; (6) electronics 
products and components; (7) machine’ tools and metalworking 
equipment; (8) printing and graphic arts equipment; (9) medical 
instruments and health care equipment; and (10) alternate energy 
equipment; services; and engineering. 
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U.S. exporters considering the Indian market will find that 
many of the best opportunities to promote business in India 
during 1985 can be achieved by participation in the following 
events that are planned for promotion by the U.S. Department of 
Commerce and the Foreign Commercial Service posts in India: 


1985 
Jan.28-Feb.23 "Electronics-USA 85' Product Exhibit 
Feb.11-15 Renewable Energy Systems Seminar Mission 


Feb.12-22 U.S. National Machine Tool Builders 
Association Trade Mission 


March 25-29 U.S. Oil and Gas Field Equipment Trade 
Mission 


April 18-26 Telecommunications Hi-Tech Equipment Trade 
Mission 


INVESTMENT: There is discernible realization among a growing 
number of Indian decision-makers that many of the challenges 
India faces in the coming years can be effectively met only 

if accelerated growth can be sustained. Most of the impetus 

for this, they feel, must come from improvements in the efficency 
with which existing assets are used andfrom.a selection of future 
investment and technology which complements that emphasis. 


The overall improvement in the investment climate is reflected 
in the substantial increase in the issue of industrial licenses 
by the GOI; disbursement of loans by financial institutions and 
developments in the capital markets; and by the growth in the 
number of foreign collaboration agreements approved. In 1983, 
the GOI Ministry of Industry issued 1075 industrial licenses as 
compared to 432 in 1982. The consents for capital issues, other 
than bonus shares, during the 12-month period ending September 
1984, were 64.3 percent higher at about $1.2 billion compared to 
Similar consents in the previous 12 months. Similarly, in 1983, 
the GOI approved 673 joint ventures as against 590 in 1982. 


U.S. direct investment in India has grown little. More significantly, 
perhaps, the number of approved joint venture and technology transfer 
agreements increased. For the fourth consecutive year, the United 
States with 135 approved joint ventures in CY 1983 led the list 

of countries providing business collaborations. Data for 1984 are 


not yet available but will probably show a reduction from these 
levels. 
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The ninth meeting of the Indo-U.S. Joint Business Council (JBC) 
which was held in New Delhi, November 28-29, focussed considerable 
attention on the expanding opportunities for bilateral business 
and investments. It was the consensus of opinion among partici- 
pants and many observers that this meeting was successful in 
clearing many of the concerns from both the Indian and U.S. sides 
and that the leadership role of the United States as a source 


for foreign technology, licensing, and investment was likely to 
continue into the future. 
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